EKURHULENI METROPOLITAN MUNICIPALITY 
EXTRA ORDINARY COUNCIL MEETING 

2017.03.16 

ITEM A-F (19-2017) 


EDC DRAFT 2017/18 MEDIUM-TERM REVENUE AND EXPENDITURE FRAMEWORK 
(MTREF) 


PURPOSE 

To submit the Ekurhuleni Development Company’s Medium Term Revenue and Expenditure 
Framework for the 2017/201 8 to 201 9/2020. 


STRATEGIC OBJECTIVE 

Promoting good governance 

WARDS AFFECTED 

All wards 

IDP LINKAGE 

Budget Monitoring 

EXECUTIVE SUMMARY 

In terms of the legislative process, the IDP and budget must be tabled to Council by no later 
than 31 March 2017 for endorsement so that the public participation processes can be 
commenced with during April 2017. 

The draft budget attached to this report was reviewed by the Budget Steering Committee. 

Annexure A - Draft MTREF 

The following tables are provided in the report 

Table 1 Ekurhuleni Development Company’s Draft Medium Term Revenue and 

Expenditure Framework - Departmental Operating Budgets per Category 

Table 2 Ekurhuleni Development Company’s Draft Detailed Departmental Capital 
Budgets 

Tables Ekurhuleni Development Company’s Draft Detailed Departmental Capital 
Budgets: Investment property 
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DISCUSSION 

Section 16 of the MFMA dealing with the tabling of annual budgets, inter alia, reads as 
follows: 

1 ) The council of a municipality must for each financial year approve an annual budget 
for the municipality before the start of that financial year. 

2) In order for a municipality to comply with subsection ( 1 ), the mayor of the municipality 
must table the annual budget at a council meeting at least 90 days before the start of 
the budget year. 

3) Subsection (1) does not preclude the appropriation of money for capital expenditure 
for a period not exceeding three financial years, provided a separate appropriation is 
made for each of those financial years. 

Section 24 of the MFMA dealing with the approval of annual budgets and, inter alia, 
reads as follows: 

1 ) The municipal council must at least 30 days before the start of the budget year consider 
approval of the annual budget. 

2) An annual budget- 

a) must be approved before the start of the budget year; 

b) is approved by the adoption by the council of a resolution referred to in section 
17(3)(a)(i); and 

c) must be approved together with the adoption of resolutions as may be 
necessary- 

i. imposing any municipal tax for the budget year; 
a. setting any municipal tariffs for the budget year; 

Hi. approving measurable performance objectives for revenue from each 
source and for each vote in the budget; 
iv. approving any changes to the municipality's integrated development 
plan; and 

V. approving any changes to the municipality's budget related policies. 

3) The accounting officer of a municipality must submit the approved annual budget to 
the National Treasury and the relevant provincial treasury. 

In terms of the legislative process, the IDP and budget must be tabled to Council by no later 
than 31®' March 2017 for endorsement so that the public participation processes can be 
commenced with during April 2017. 

It is important to provide for adequate consultation with all councillors (both executive and 
legislature) in the budget compilation process prior to the formal tabling of the draft budget in 
March 2017. 
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Operating Budget - Income 

The budgeted operating income amounts to R141,439 million, of which R38,321 million is 
derived from rental income. 

Fire station and Delvile ext. 9 projects are expected to be completed and added to the EDC 
rental stock in the 2016/17 financial year. Hence the projected rental income is anticipated to 
increase in the 20 1 7/1 8 by 1 0% from 201 6/1 7 (R34,899 million) to 201 7/1 8 (R38,321 million). 
Furthermore the projected income derived from utilities will increase by R4,201 million from 
2016/17 (R6,101 million) to 2017/18 (RIO, 302 million), this includes CPI increase and utilities 
relating to new properties. 

The Germiston Fire Station Social Housing project was awarded Grant qualifying status in 
terms of the social housing investment programme 6A for 2015/16 for the amount of 
R18 842 250 per 150 units. Social Housing Regulatory Authority (SHRA) has approved and 
transferred the amount of R8 41 1 649 to EDC as a capital Grant in the 2016/17 financial year 
and a balance of RIO 430 601 will be claimed by 31 March 2017. The amount is allocated to 
capital transfers and subsidies in the 2016/17 budget. 

A further R12,562 million is anticipated for 2017/18 financial year for Delvile ext. 9 based on 
R125 615 per 100 units. 

Capital allocation in kind of R69,376 million and R62,052 million for 2016/17 and 2017/18 
respectively, is for the acquisition of Germiston Fire Station and Delvile Social Housing 
properties. This has been included in the anticipation that the properties will be transferred to 
EDC in the respective years. 

Operational grant is increasing by an additional R3, 5 million to cover the regular maintenance 
costs, taking into account the acquisition of the subsidised units in Germiston Fire Station and 
Delvile Social Housing properties as projected for the 2017/18 financial year. 

Additional staff personnel was appointed to sufficiently capacitate EDC to handle current and 
future pipeline projects, furthermore the job grading and implementation of performance 
management system was approved. An amount of R7 million per annum to cover this costs. 
(Detailed in the expenditure below). The discussions with the shareholder is underway to 
provide a retainer for Directors (Board members) at R30 000.00 per month for nine (9) board 
members. This has been included in the Operational grant for the total of R2 million. 

The operational grant has therefore increased from R3,5 million (201 6/1 7) to R1 6,726 million 
(2017/18). 

Operating Budget - Expenditure 

The following categories of expenditure are affected: 
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Provision for Bad Debts 

EDC is affected by general economic conditions. Payment levels are affected by tenants not 
being able to afford current rentals due to indebtedness and loss of income. However credit 
control remains a focus area for the EDC. Due to the increase in the debtor’s book and the 
difficulties around recovering some of the debt above 120 days, which includes vacated 
tenants, management took a decision to make 1 00% provision for Bad Debt for debtors above 
120 days. 

The budgeted target of 93% payments levels was achieved in the 2015/16 financial year and 
EDC continues to maintain payment levels of 93% in the current financial year. The entity 
managed to recover 95 % on average for the 2016/2017 quarter 2. 

Employee related costs was increased with the following: 

• 7% salary increase as per South African Local Government Bargaining Council salary and 
wage collective agreement (CPI plus 1%). 

• New Housing Supervisors, Maintenance Technician, Development Manager and 
Executive Corporate Services positions. 

• Implementation of Job grading results. 

• Implementation of performance management system. Staff receiving 1 3 '-'" Cheque will also 
receive performance bonus with effect from July 201 7. 

Legal Fees 

Legal fees are expected to go up by R1, 5 million based on the actuals for 2016/17 plus CPI 
increase. 

Directors Fees 

R3, 2 million at R30 000 per month for 9 board members has been included in the 2017/18 
budget, however consultations with the shareholder for approval of the retainer are still 
underway. 

Office Rental 

The budgeted amount for office rental for EDC is R960 000 compared to 2016/17 budget of 
R475 000. This office relocated to new offices mid 2016/17 financial year. 

Repairs and Maintenance budget was only adjusted by CPI percentage and has increased 
by R1 , 6 million. Spending of these funds is reported on in the quarterly performance reporting 
of the entity and address the structural maintenance of the properties of the entity. 

The overall budget has increased from R46,321 million (2016/17) to R75,076 million 
(2019/20). 

The surplus in the 2017/18 and 2018/19 is related to capital grant of R12,562 million from 
SHRA and the capital allocation in kind resulting from the transfer of Germiston Fire Station 
and Delvile Social Housing properties. 
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OPERATING BUDGET 


DESCRIPTION 

FOO 

R'OOO 

ORG BUDGET 

FOO 

R'OOO 

ADJ BUDGET 

FOO 

R'OOO 

YEAR TO DATE 

FOO 

R'OOO 

PROJECTED 

F01 

R'OOO 

2017/18 

% 

B to B 

% 

Pto B 

% 

Of Total 

F02 

R'OOO 

2018/19 

F03 

R'OOO 

2019/20 


R 

R 

R 

R 

R 

R 

R 

R 

R 

R 


EDO 


INCOME 











Transfers and Subsidies 

(3 500) 

(21 326) 

(10 162) 

(99 545) 

(91 340) 

0 

(0) 

0 

(108 704) 

(18 793) 

- Operational: Allocations in Kind 






0.00% 

0.00% 

- 



- Operational: Monetary 

(3 500) 

(1 1 326) 

(1 750) 

(11 326) 

(16 726) 

0 

0 

0 

(17 730) 

(18 793) 

- Capital: Allocations in Kind 




(69 376) 

(62 052) 

100.00% 

(0) 

0 

(90 975) 

- 

- Capital: Monetary 


(10 000) 

(8 412) 

(18 842) 

(12 562) 

0 

(0) 

0 



SUB TOTAL: NON - EXCHANGE REVENUE 

(3 500) 


(10 162) 

(99 545) 



(0) 

0 

(108 704) 

(18 793) 

EXCHANGE REVENUE 











Service Charges 






0.00% 

0.00% 

0.00% 



Interest, Dividends and Rent on Land 

(1 822) 

(1 822) 

(785) 

(1 571) 

(1 476) 

-18.99% 

-6.02% 

1 .04% 

(1 564) 

(1 658) 

Agency Services 






0.00% 

0.00% 

- 



Operational Revenue 

(6 101) 

(6 101) 

(2 695) 

(4 636) 

(10 302) 

68.84% 

122.22% 

7.28% 

(10 920) 

(11 575) 

Rental from Fixed Assets 

(34 899) 

(34 899) 

(16 129) 

(27 660) 

(38 321) 

0 

0 

0 

(40 620) 

(43 058) 

Sales of Goods and Rendering of Services 






0.00% 

0.00% 

- 



SUB TOTAL: EXCHANGE REVENUE 

(42 822) 

(42 822) 

(19 610) 

(33 867) 

(50 099) 

16.99% 

47.93% 

35.42% 

(53 105) 

(56 291) 












TOTAL INCOME 

(46 322) 

(64 148) 

(29 771) 

(133 411) 

(141 439) 





1 (75 084)1 












EXPENDITURE 











Employee Related Costs 

15 185 

15 185 

8 479 

16 854 

20 537 

35.24% 

21 .85% 

30.74% 



Senior Management 

8 262 

8 262 

4 008 

8 305 

10 635 

28.73% 

28.07% 

15.92% 

(1 1 274) 

(11 950) 

- SM - Salaries Allowances & Service Benefits 

7 810 

7 810 

3 808 

7 905 

10 065 

28.86% 

27.32% 

15.06% 

(10 669) 

(11 309) 

- SM - Social Contributions 

452 

452 

200 

399 

571 

0 

0 

0 

(605) 

(641) 

- SM - Post Retirement Benefit 






0.00% 

0.00% 

- 



- SM - Cost Capitalised to PPE 






0.00% 

0.00% 

- 



Municipal Staff 

6 923 

6 923 

4 471 

8 549 

9 902 

43.02% 

15.82% 

14.82% 

(10 496) 

(11 125) 

- MS - Salaries Allowances & Service Benefits 

6 476 

6 476 

4 232 

8 071 

9 481 

46.40% 

17.46% 

14.19% 

(10 050) 

(10 653) 

- MS - Social Contributions 

447 

447 

239 

478 

421 

(0) 

(0) 

0 

(446) 

(473) 

- MS - Post Retirement Benefit 






0.00% 

0.00% 

- 



- MS - Cost Capitalised to PPE 






0.00% 

0.00% 

- 



Contracted Services 

7 604 

10 430 

3 653 

7 306 

14 664 

0 

0 

0 

(15 544) 

(16 477) 

- Outsource Services 






0.00% 

0.00% 




- Consultants and Professional Services 

4 252 

7 078 

1 549 

3 098 

9 512 

0 

0 


(10 083) 

(10 688) 

- Contractors 

3 352 

3 352 

2 104 

4 208 

5 152 

0 

0 


(5 461) 

(5 789) 

Operational Cost 

18 836 

23 836 

7 422 

14 844 

21 889 

-8.17% 

47.46% 

32.76% 

(23 203) 

(24 595) 

Inventory 






0.00% 

0.00% 

- 



Bulk Purchases 






0.00% 

0.00% 




Interest Dividends and Rent on Land 

1 

1 

66 

133 

27 

2581 .56% 

-79.83% 


(28) 

(30) 

Operating Leases 






0.00% 

0.00% 

- 

- 

- 

Contribution for Bad Debt 

3 322 

3 322 

1 412 

4 894 

5 907 

77.82% 

20.70% 

8.84% 

(6 262) 

(6 637) 

Depreciation and Amortisation 

1 253 

1 253 

626 

1 253 

3 793 

202.71% 

202.76% 

5.68% 

(4 021) 

(4 262) 

Discontinued Operations 






0.00% 

0.00% 

- 



TOTAL EXPENDITURE 

46 201 

54 027 

21 659 

45 284 

66 818 

23.67% 

47.55% 


(70 827) 

(75 076) 

DEFICIT /(SURPLUS) 

(121) 

(10 121) 

(8 112) 

(88 127) 

(74 621) 



1 

(232 635) 

(150 160) 

TOTAL GAINS AND LOSSES 

- 

- 

- 

- 

- 




- 

- 

DEFICIT / (SURPLUS) AFTER GAINS AND LOSSE: 

(121) 

(10 121) 

(8 112) 

(88 127) 

(74 621) 



1 1 

(232 635) 

(150 160) 
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Capital Budget 

The capital budget consists of the items in table 2 below of the movable assets that need to 
be replaced and replenished. Table 3 is for capex relating to investment property. 


Table 2: Capital Budget-Property, plant and equipment 


Department 

Project Name 

Sourc 
e of 
fundin 

Q 

Budget 

2017/18 

Budget 

2018/19 

Budget 

2019/20 

EDC 

IT Equipment 

Intern 

al 

600 000 

636 000 

674 1 60 

EDC 

Furniture, Fittings 
and Office 

Equipment 

Intern 

al 

390 000 

413 000 

438 000 

EDC Total 



R 990 000 

R 1 049 000 

R 1 112 160 


Table 3: Capital Budget - Investment property. 


Department 

Project Name 

Source 

of 

funding 

Budget 

2017/18 

EDC 

Detail designs and procurement (x2 @ R5m 
per 300 units-Lakeside and Queen Street) 

Grant 

10 000 000 

EDC 

Project planning (x6 @ R1.8m Airport park, 
Kempton Park, Lakeside, Queen Street, 
Pirroville and N17 

Grant 

10 800 000 

EDC 

Access Control system (Delvile and Fire 
station) 

Grant 

2 332 000 

EDC 

Refurbishment of two of the 9 buildings to be 
acquired by EMM (R5, 5m x2 Sterling court and 
Fredrick mansions.) 

Grant 

1 1 000 000 

EDC Total 



34 132 000 


Funding of investment property. 


Department 

Period: 2016/17 

Period: 2017/18 

Total 

SHRA-Grant 

(18 842 000) 

(12 562 000) 

(31 404 000) 

CAPEX 

- 

34 132 000 

34 132 000 

Deficit 

(Surplus) 

(18 842 000) 

21 570 000 

2 728 000 


EMM council has approved the acquisition of 7 buildings in Germiston and 2 buildings in 
Benoni. The rates and taxes was disputed by the owner, however the EMM Real Estate 
department has engaged the owner to find a settlement solution. 
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EDC entered into a restructuring capital grant agreement with the SHRA, in terms of which 
the Grant will be disbursed on application by the EDC for a drawdown of funds based on actual 
proven expenditure and milestone progress on the development phase of Delvile and Fire 
station projects. 

Delvile and Fire Station project budget is with EMM and the project is almost complete. The 
use of the grant drawdown from SHRA for other social housing programmes will be dependent 
on SHRA approval as the restructuring capital grant agreement (SHRA grant) requires the 
grant to be used for Delvile and Fire Station. 

Should the SHRA not allow the planned use of the restructuring grant, then the council will be 
approached in the adjustment budget to fund the full CAPEX shortfall of R34 132 000. 


ORGANISATIONAL AND HUMAN RESOURCE IMPLICATIONS 

None 

FINANCIAL IMPLICATIONS 

None 

LEGAL IMPLICATIONS 

The tabling of the Budget in March 201 7 will be in the format as required by the MFMA for the 
tabling of budgets for public consultation. This item is not related to the tabling and the MFMA 
requirements are thus not applicable at present. 

COMMUNICATION IMPLICATION 

None - for internal consultation process 


RECOMMENDATION 

That the report regarding the Draft Medium-term Revenue and Expenditure Framework for 
the 2017/2018 to 2019/2020 financial period of EDC ET AL BE NOTED. 



